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The Work of the International Monetary Fund 


In a speech delivered on IMF Day in the UN 
Pavilion at the Brussels Exhibition on August 1, 
Mr. Per Jacobsson, Managing Director of the Interna- 
tional Monetary Fund, said that when World War I was 
over it was natural that both those responsible for 
monetary policy and the general public should look back 
to the prewar days when the international gold stand- 
ard had worked so well, having provided a basis for a 
remarkable increase in production and trade. Great 
efforts were made to put the gold standard into working 
order again, but the attempt failed—largely because 
the basic conditions had changed materially and certain 
policies were pursued under which perhaps no interna- 
tional standard could have succeeded. During the 
1930's, the countries in the sterling area kept together 
as best they could with a fluctuating rate against the 
dollar; on the Continent of Europe, bilateralism and 
exchange restrictions became more and more dominant; 
and there was a flight of capital to the United States— 
not for economic reasons, for there was still much 
unemployment and distress in that country, but because 
of monetary and, still more, political fears. This was 
not a state of affairs that could appear desirable to 
anybody, and, therefore, when during World War II 
some imaginative persons began to plan for the future, 
there could be no idea of moving back either to the 
gold standard as it was before 1914 or to the disorderly 
conditions of the 1930’s. It was necessary to establish 
something new and more strongly founded, a kind of 
system which would provide at the same time sufficient 
flexibility through international assistance and yet still 
adhere to those principles of monetary discipline with- 
out which no international system can function 
properly. 

The result, Mr. Jacobsson said, of these wartime 
considerations was the establishment of the Interna- 
tional Monetary Fund, with certain regulatory pow- 
ers and resources for short-term assistance to the 
various member countries, and, at its side, the Inter- 
national Bank for Reconstruction and Development to 
provide long-term capital under government guarantee 
for specific projects. 

Commenting upon the financial side of the Fund’s 
activities, Mr. Jacobsson explained that to each mem- 
ber of the Fund a quota is allotted, which is important 
not only for determining the financial contribution of 
the member to the Fund, but also in relation to its right 
to make use of the Fund’s resources. The quota for 


the United States is the highest, amounting to $2,750 
million; for the United Kingdom, it is $1,300 million; 
for Belgium, $225 million; for the Netherlands, $275 
million; and for France, $525 million. Part of the quota 
is paid in gold and the remainder in the member’s cur- 
rency; at the end of February 1947, just before it began 
exchange transactions, the Fund held $1.3 billion in 
gold and $2.1 billion in U.S. dollars and other con- 
vertible currencies—a total of $3.4 billion. 

“The Fund Agreement,” Mr. Jacobsson said, “pro- 
vided for a postwar period of transition, which it was 
hoped would not last much more than five years, dur- 
ing which time members were permitted temporary 
exceptions from the more permanent obligations of 
Fund membership. However, experience proved the 
calculation of not much more than five years to have 
been too optimistic. The restoration of balance after 
a devastating world war takes a long time, and it was 
soon found that resources other than those of the 
International Monetary Fund and the International 
Bank for Reconstruction and Development would be 
required, especially for Europe. Thanks to the Mar- 
shall Plan, the necessary resources became available, 
and it proved possible to repair the war damage, and 
even to increase monetary reserves; there was therefore 
hardly any need for the European countries to turn to 
the International Monetary Fund. From the point of 
view of business activity, the years from 1948 to 1955 
were lean years for the Fund, but they were not unim- 
portant in other respects. It was in these years that 
the Fund’s working methods were organized; annual 
consultations were carried out under Article XIV with 
countries maintaining exchange restrictions; forms of 
technical assistance to member countries were devel- 
oped; and policies and principles for the use of the 
Fund’s resources were agreed upon. 

“This was constructive work, but in many quarters 
it was neither fully realized nor appreciated. There 
was considerable criticism of the Fund for its inactivity, 
and there were not only harsh words spoken about the 
complete uselessness of the Fund, but also there were 
those who expressed the opinion that the Fund was a 
hindrance to further monetary progress. Indeed, when 
two years ago I was asked whether I would leave my 
work in the Bank for International Settlements and 
come to the Fund as Managing Director, many friends 
of mine warned me against it on the ground that they 
thought the Fund would have only slight chances to 
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become a really efficient institution. There were, how- 
ever, also those in Europe who did not share this 
negative view and felt sure that now, when the special 
postwar problems ceased to be paramount, the Fund 
would come into its own and have important tasks to 
perform. But on one point they all seemed to agree— 
that the Fund would be mainly concerned with coun- 
tries outside Europe, and that if I went to Washington 
I would have less to do with European affairs. 

“When I now look back on the 20 months that have 
passed since I began my duties as Managing Director 
of the Fund, events have turned out very differently 
from what my friends had expected. There have been 
in those months a great number of transactions with 
the Fund, the total amounting to $2.7 billion, which is 
equal to two thirds of all transactions of the Fund since 
its inception, and of this $2.7 billion, not less than 
two thirds has been with countries in Europe. 

“The very first day that I came to Washington in 
December 1956, in the midst of the Suez crisis, I was 
met by a request from the British Government for the 
use of the Fund’s resources. Within 12 days the Execu- 
tive Board of the Fund had agreed to allow the United 
Kingdom to make a drawing of $561 million, and to 
enter into a stand-by arrangement for $739 million, a 
total of $1,300 million. In the months that followed 
there were further requests from countries all over the 
world. While most of those requests came from outside 
Europe, financial assistance to Europe included assist- 
ance to Denmark, France, the Netherlands, Turkey, and 
Yugoslavia, while Belgium made use of a stand-by 
arrangement agreed to some years earlier. To indicate 
the variety of the problems that were presented to the 
Fund, it might be mentioned that the countries outside 
Europe included Argentina, Bolivia, Brazil, Chile, 
Colombia, Cuba, Egypt, Haiti, Honduras, India, Japan, 
Nicaragua, Paraguay, Peru, and South Africa. 

“This has been a period rich in experience, and the 
best I can do today is perhaps to try to indicate some 
of the conclusions that we may draw from this experi- 
ence. Among the principles and practices which the 
Fund adopted during its lean years, those applicable to 
drawings and stand-by arrangements have proved to 
be of great significance. The attitude of the Fund 
toward requests for drawings depends not upon the 
absolute amount involved, but upon the proportion it 
bears to the country’s quota. Requests for drawings 
amounting to the first 25 per cent of the quota, normally 
corresponding to the country’s own gold subscription, 
are almost automatically approved; for the next 25 
per cent, the Fund’s attitude is a liberal one, the 
member being required to show that it is making reason- 
able efforts to solve its own problems. For any drawings 
beyond these limits, however, substantial justification 
is required, namely, that the drawings must be in support 
of a sound program likely to ensure enduring stability 
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at realistic rates of exchange. Thus, the assistance 
granted to the United Kingdom in December 1956, 
which was equal to 100 per cent of its quota, was 
granted on the basis of a declaration by the British 
Government that strict financial and credit policies 
would be pursued; that quantitative restrictions would 
not be reimposed; and that the value of the pound 
sterling would be maintained. 

“Likewise, in other cases when requests for drawings 
and stand-by arrangements were considered, the gov- 
ernments made statements to the Fund concerning the 
monetary and other relevant policies they intended to 
follow. In the case of stand-by arrangements, these 
‘declarations of intent’ were incorporated into the pro- 
visions of the agreements themselves. Naturally, the 
circumstances vary a great deal from country to country, 
but there are also similarities, and in many respects the 
Fund is already evolving in these matters a new pattern 
based on its varied experiences. 

“A particularly interesting example of this sort was 
the rehabilitation program that the French Government 
presented to the Fund in January of this year, on the 
basis of which Fund assistance was granted to the 
extent of $131 million—in the range of assistance 
requiring substantial justification. 

“Simultaneously, France obtained $250 million from 
the European Payments Union and $274 million from 
various U.S. agencies, largely in the form of postpone- 
ments of debt service. I mention this case particularly 
because the assistance given to France came not only 
from the Fund, but also from other sources. In fact, 
it has been an interesting development over several 
years that there has been a combination of Fund 
assistance and credits granted from other institutions 
and governments. In this way, the amount made avail- 
able has been increased; in some cases, the assistance 
provided from other sources has been of a long-term 
character (for instance, when granted by the Export- 
Import Bank of Washington) and has thus had the 
advantage of meeting needs additional to those covered 
by short-term assistance from the Fund. 

“Another interesting feature of such joint assistance 
has been that the Fund’s role in regard to the programs 
which the countries present has been greater than would 
be indicated by its share of the financial assistance 
granted. It is generally easier for an international insti- 
tution than for an individual government to discuss 
frankly such delicate domestic matters as fiscal and 
credit policies with the countries concerned. The Fund 
is also well equipped for the task, for through regular 
consultations with the various countries it has generally 
a background of intimate personal and technical knowl- 
edge of the conditions in the individual countries. I 
wil! not deny that very difficult problems often arise in 
thi, connection, involving great responsibilities for the 





INTERNATIONAL FINANCIAL News Survey, August 15, 1958 


Fund, but efforts are always made to arrive at the best 
technical solution which the circumstances permit. 

“Another interesting experience of the Fund—though 
not directly connected with the granting of assistance— 
occurred in the summer and autumn of 1957 during 
the period of tension in European exchange markets, 
when pressures on sterling were intensified by rumors 
about the possible revaluation of the deutsche mark. 
At the height of that tension in September, a number 
of measures were taken in the United Kingdom, includ- 
ing an increase in the bank rate from 5 per cent to 
7 per cent, while the Bundesbank—which was gaining 
reserves—reduced its discount rate from 42 per cent 
to 4 per cent. These measures, together with strong 
declarations made at the Twelfth Annual Meeting of 
the International Monetary Fund that the parities of 
both sterling and the deutsche mark would be main- 
tained, proved sufficient to restore calm. Indeed, the 
Fund may thus serve as a sounding board in regard to 
monetary policies. It can help to restore confidence, 
but it is well to remember that in this field, too, not 
only faith but deeds are required. 

“As we look back on the Fund’s activities over the 
last two years, we find that the largest total of trans- 
actions arose in the boom period of 1956-57. Since 
the recession set in, there have also been some trans- 
actions more definitely connected with that phase of 
the business cycle, but these have been for relatively 
limited amounts. This is particularly interesting when 
one remembers that in much that has been written and 
said about the Fund, especially in the early years of 
its existence, it seems to have been taken for granted 
that Fund assistance would particularly be needed in 
periods of recession. It seems that many have been 
hypnotized by the movements of funds to the United 
States in the 1930’s and expected that the same kind 
of movement would recur whenever a recession set in 
in the United States. You have all heard the saying 
that when the United States sneezes, Europe gets pneu- 
monia. But this is not what has happened—either in 
the 1953-54 recession or in the present U.S. recession. 
It is true that both these recessions have been shallow, 
but nevertheless neither of them caused any movement 
of funds to the United States; on the contrary, in the 
first six months of this year, there was an outflow of 
gold from the United States to the extent of about $1.5 
billion. It is thus evident that a recession in the United 
States need not necessarily lead to a reduction in the 
supply of dollars or to any general difficulties, although 
I would not go so far as to say that that could never 
be the case, for much depends upon the pursuance of 
flexible credit policies and the absence of any increase 
in the U.S. tariff wall. It would, indeed, be rash to 
conclude all at once that there will never again be a 
drain on other countries’ reserves in the event of a 
U.S. recession. 
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“The interesting thing is that the Fund has been 
called into action in an emergency at the time of the 
Suez crisis, in boom conditions of expanding world 
trade, and also to some extent in a period of recession. 
The conclusion can only be that the Fund must remain 
prepared for diverse contingencies, many of which 
cannot clearly be defined in advance. That the Fund 
was able when the Suez crisis occurred late in 1956 
to extend financial assistance on a very considerable 
scale was partly due to the fact that, since in the pre- 
vious period there had been very few transactions, the 
bulk of its resources in gold and convertible currencies 
was intact. Since then, of course, the numerous trans- 
actions undertaken by the Fund have considerably 
decreased the amount of free resources available to it. 
Still, there are some uncommitted resources left—about 
$1.4 billion in gold and convertible currencies—and 
some drawings in other currencies, such as the deutsche 
mark, the Belgian franc, the Netherlands guilder, and 
sterling, have been made in modest amounts. More- 
over, the Fund is a revolving fund, since countries are 
expected to reverse drawings within three to five years, 
so that in a few years the Fund’s holdings of gold and 
convertible currencies will be reconstituted. Neverthe- 
less, questions have arisen about the adequacy of the 
Fund’s resources. It has been pointed out that the 
volume of world trade has increased by some 90 per 
cent in the ten years from 1947 to 1957, and that since 


the days of the Bretton Woods conference, dollar prices 
have gone up by about 50 per cent, which means that 
in relation to trade, and in real terms, the Fund’s 
resources are considerably less than was envisaged 
when its original endowment was made. 

“In connection with a_ possible 


increase in the 
resources of the Fund, 1 want to remind you of the 
fact that even before the Fund was established, its 
critics often expressed the view that it would be likely 
to make its resources too easily available to its members, 
and thus weaken the monetary discipline which is 
essential, not only for restoring a balanced position 
internally in each country but to make an international 
monetary system function at all well. If we examine how 
the Fund has actually operated, it is fair to say that— 
according to the policies and principles which I have 
already mentioned—the Fund has increasingly been a 
factor not for weakening, but rather for strengthening, 
monetary discipline, being able to grant assistance only 
when countries make reasonable efforts to solve their 
problems and present programs holding out the hope 
of enduring stability at realistic rates of exchange. 
Indeed, the mere possibility of having access to the 
Fund’s resources, even if no drawing is actually made, 
may make countries more confident in their attempts 
to restore balance, and may induce them to take stricter 
measures than if they had to rely on their own resources 
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alone. They seem to be encouraged by the knowledge 
that a second line of defense is available to them and, 
in practice, may therefore be willing to exert more 
discipline than if these opportunities did not exist. 

“The rules of the old gold standard are not accepted 
today as they used to be. There is now a general 
demand for more monetary management than is com- 
patible with those rules. Indeed, the very fact that the 
public sector in the various countries now is more 
extensive than it was before 1914 makes it necessary 
for governments to assume a more conscious responsi- 
bility for monetary stability than in the past, and the 
business of government itself necessarily involves more 
conscious management. Whether we like it or not, 
budget policies are now as important as credit policies 
for the restoration and maintenance of sound money; 
and in the ‘declarations of intent’ which the Fund 
receives from governments when they request the assist- 
ance of the Fund, measures of fiscal policy are generally 
in a position of essential importance. In that way, an 
additional source of credit through assistance from the 
Fund is becoming available only to member governments 
that have satisfied the Fund of their intention and 
capacity to restore balance in their monetary affairs. 
The Fund thus helps to restore some measure of that 
international monetary discipline by which the gold 
standard in its way maintained balance before World 
War I; but it also supplies a measure of credit by which 
the harshness of the old rules has been somewhat 
mitigated. Within the measure of its capacity, the Fund 
thus attempts to formulate certain principles to facili- 
tate the efficient working of the present international 
monetary system and to see to it that these principles 
are applied in practice.” 

Mr. Jacobsson drew attention io the fact that in the 
heyday of the gold standard, which permitted a remark- 
able expansion of production and trade in the fifty 
years or so before 1914, some countries had astonish- 
ingly slender reserves, both in absolute amounts and 
in relation to trade. “The total amount of gold held by 
all central banks in 1913,” he said, “was no more than 
$4 billion, to which there might be added perhaps half 
a billion of foreign exchange, making a total of $42 
billion—which was equal to 21 per cent of aggregate 
imports. At the end of 1956, total gold reserves 
amounted to $35.6 billion, to which there had to be 
added $16.3 billion in foreign exchange, making a 
total of $51.8 billion—equal to 35 per cent of total 
imports. There are many answers to the question why 


Europe 


Council of Mutual Economic Aid in Eastern Europe 


Despite extensive cooperation between the socialist 
countries of Eastern Europe, certain economic difficul- 


such relatively slender reserves proved sufficient before 
1914, but one of them is that there was then full con- 
fidence in the currencies, and the international credit 
system worked well. It rarely happened that a deficit 
in the balance of payments had to be settled entirely 
by an outflow of gold from the reserves. Usually credit 
movements set in which were of an equilibrating char- 
acter. Just as the liquidity of an individual business 
firm does not depend only on the amount of cash at its 
disposal, but also on its credit standing and its capacity 
to borrow, so for individual countries their ability to 
to meet any strain that arises in the balance of pay- 
ments will depend not only upon their own reserves, 
but also on what other resources can be mobilized 
through the credit system. Naturally, if countries are 
to be able to supplement their reserves by borrowing, 
it is essential that they should safeguard their own 
creditworthiness, but it is equally important that the 
international credit mechanism should work in an 
efficient and sound manner. There is no doubt that 
this mechanism has, to some extent, been strengthened 
by the official institutions that have been established, 
and at the side of the International Monetary Fund 
I would like especially to mention the European Pay- 
ments Union. 

“But official funds alone can never do the whole 
work needed. The private banking system has to make 
its contribution. It can do so only as confidence in 
currencies is restored, and, now that the public almost 
everywhere is tired of inflation, central banks and 
governments are more able to take the stricter measures 
necessary to that effect. When that happens, and mone- 
tary confidence is restored, the task is, to a large meas- 
ure, transferred to the private money and capital mar- 
kets. The contribution of bankers is an essential 
element for the proper restoration and functioning of 
an international monetary standard.” 

Finally, Mr. Jacobsson recalled that, at the end of 
World War II, the monetary authorities in most coun- 
tries, largely influenced by the experience of the 1930's, 
applied cheap money policies to an extent that might 
be described as obstinate. They were more concerned 
with fears of depression than with the very real and 
present danger of inflation. Belgium was one of the 
first countries to recognize the folly of cheap money 
policies, together with such countries as Italy and 
West Germany adopting a flexible monetary policy, 
and Mr. Jacobsson concluded by congratulating Bel- 
gium on its achievement. 


ties appearing in 1954-56 showed that the forms and 
methods of mutual aid hitherto practiced through the 
machinery of the Mutual Economic Aid Council estab- 
lished in 1949 were inadequate. The difficulties which 
resulted from the universal tendency to develop heavy 
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industry made it essential to give top priority to the 
question of comprehensive cooperation between the 
socialist countries, with a view to developing in the 
direction of a national division of functions. This 
cooperation does not obstruct the industrialization of 
individual countries, but it is intended to avoid unnec- 
essary or unproductive outlays for capital goods which 
adversely affect the tempo of industrialization of the 
socialist countries as a whole, and thus adversely affect 
national incomes. 

The problem which has been placed in the forefront 
of this program is the coordination of long-range eco- 
nomic plans that determine the direction of industrial 
development and ensure a balanced production of 
specific raw materials. For example, it has become 
clear that Poland is not in a position to cover fully all 
the demands for coal made upon it by other member 
countries. An agreement was accordingly signed in 
April 1957 for a long-term credit of 400 million rubles 
from East Germany for the supply of machines, equip- 
ment, and technical assistance for the construction of 
brown coal mines in Poland. The credit, which is 
expected to make possible an increase of output by 
35 million tons per annum by 1965, will be repaid by 
deliveries of coal from the new mines. Czechoslovakia 
has similarly offered a credit of 250 million rubles for 
the construction of a bituminous coal mine in Poland. 


Source: Polish Chamber of Foreign Trade, Polish 
Foreign Trade, Warsaw, Poland, No. 2, 1958. 


U.K. Treasury Bill Rate 


At the Treasury Bill tender on August 8, the U.K. 
Government borrowed at the cheapest terms since 
August 2 last year. The average rate of discount at 
which the £250 million of bills available were allotted 
was roughly 3% per cent. Total applications amounted 
to £468 million, which was only slightly below the 
record figure of the previous week. The severe deple- 
tion of bill portfolios as a result of keen outside demand 
and recent activities of the authorities in helping the 
market on days of severe credit pressure were among 
the factors influencing the discount houses in their 
decision to raise their “common” bid, as also were the 
consistent firmness of sterling—the official spot rate 
against the U.S. dollar was $2.80% at the close of 
business on August 8—and hopes of an early reduc- 
tion in the bank rate. 


Source: The Financial Times, London, England, Au- 
gust 9, 1958. 


Sterling Area Trade 


Exports from the overseas sterling area were severely 
reduced in the first half of 1958. According to the 
Board of Trade Journal, total sterling area exports in 
the first quarter of 1958 were 13 per cent less than 
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in the first quarter of 1957, and the contraction is 
thought to have been equally severe in the second quar- 
ter. This was mainly the result of the slump in world 
commodity prices. 

The decline in exports was common to most over- 
seas sterling countries. The largest decrease in the first 
quarter was in Australia (32 per cent) and was due 
both to the fall in the price of wool and to smaller 
shipments. The decrease in the second quarter was 
much the same as in the first. The fall in wool prices 
had a similar, though more limited, impact on South 
African exports. In Rhodesia, the fall in copper prices 
was the main reason for the 20 per cent decline in total 
exports in the first five months of the year. Exports 
from Malaya were influenced by lower prices of rubber 
and tin, and in the early months of 1958 were running 
10 per cent lower than in 1957. India, which recorded 
a drop of 13 per cent in exports, and Ceylon, with a 
15 per cent decline, suffered from lower tea prices. In 
Ghana, on the other hand, export receipts increased 
by 27 per cent. 

U.K. exports, though reduced, have stood up to the 
downturn in world trade better than the exports of 
most countries exporting mainly manufactured goods. 
Whereas total trade outside the Soviet bloc in the first 
quarter of 1958 was some 8 per cent less than in the 
first quarter of 1957, the United Kingdom’s share of 
the total began to rise slightly, after having fallen 
persistently for some years. The decline seems to have 
been most marked in U.K. exports to Europe, with 
the exception of West Germany, but exports to Japan 
and India have also declined sharply. However, this 
has been offset by the continued buoyancy of sales to 
North America, and the continued high demand for 
manufactured goods by commodity-producing coun- 
tries. Several of these countries were able to maintain 
their imports by drawing on their sterling reserves. 

In the first quarter of 1958, total sterling area 
imports were about the same as in the first quarter of 
1957. Australia, Rhodesia, and Malaya continued to 
import at much the same rate, while South African 
and Nigerian imports increased. However, some decline 
seems likely in the second quarter of the year, as a 
result of a sharp reduction in purchases by India and 
of reduced imports by Ceylon, Hong Kong, and Ghana. 
Sources: The Times, London, England, July 30 and 

August 1, 1958. 


Interest Rates in Ireland 


The Irish Banks’ Standing Committee announced 
that, with effect from the close of business on June 24, 
the rate of interest payable on deposit accounts of 
£25,000 and over was reduced by % per cent per 
annum, and on amounts under £25,000 by % per cent 
per annum. Until further notice, the deposit rates will 
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be 1% per cent per annum on amounts of under 
£25,000, and 2% per cent per annum on amounts of 
£25,000 and over. Also as of June 24, the ordinary 
lending rate for advances was reduced by “% per cent 
per annum, to 6% per cent per annum, with similar 
consequential changes in other lending rates. 

These changes follow the reduction on June 19 of 
the U.K. bank rate and the consequential changes in 
U.K. lending rates (see this News Survey, Vol. X, 
p. 401 and Vol. XI, p. 18). The discount rate of the 
Irish Central Bank remains unchanged. 


Source: The Irish Times, Dublin, Ireland, June 24, 
1958. 


French Credit Position 

Figures released by the National Credit Council 
show that the money supply in France increased in 
the first half of 1958 by nearly 1 per cent, compared 
with an increase of about 2 per cent in the correspond- 
ing period of 1957. The increase this year was the 
combined effect of a moderate expansion of credit to 
the public sector, a small inflow of foreign exchange, 
and a slight decline in credit to the private sector. 

In view of the improvement in the budgetary and 
foreign exchange positions and the continued expansion 
of industrial production, the National Credit Council 
stated that it considered it inadvisable to change bas- 
ically the credit policy introduced a few months ago 
to restore balance of payments equilibrium. However, 
the Council decided to relax restrictions on install- 
ment purchases of certain consumer durable goods, 
whose production has declined appreciably: the mini- 
mum downpayment for the purchase of household 
appliances, radio and sets, motorcycles, 
scooters, and bicycles was decreased from 35 per cent 
to 30 per cent, while the maximum repayment period 
remains unchanged. 

At the beginning of August, the penalty rate that 
banks have to pay for central bank credit that exceeds 
their individual credit ceilings by 10 per cent or more 
was reduced by the Bank of France from 12 per cent 
(the rate in effect since April 17, 1958—see this 
News Survey, Vol. X, p. 331) to 10 per cent. 


television 


Sources: Le Monde, Paris, France, August 2 and 3-4, 
1958. 


Unemployment Expenditures in Finland 

Of the Fmk 27.3 billion appropriated thus far to 
combat unemployment in Finland in 1958, Fmk 23.5 
billion has been used. It is officially estimated that the 
remainder will be sufficient only through August. 
Therefore, the Government will have to provide a large 
sum for employment purposes in the supplementary 


budget, since unemployment is expected to rise further 
in the autumn. 


Source: Hufvudstadsbladet, Helsinki, Finland, July 31, 
1958. 


West Germany's Exchange Reserves 


The gold and foreign exchange reserves of the 
Bundesbank were reported at DM 24,929 million on 
July 15. The increase in recent months has more than 
made good the drop of DM 940 million between Novem- 
ber 1957 and February 1958, when money transferred 
to Germany in anticipation of a revaluation of the 
deutsche mark was being withdrawn. West Germany’s 
reserves include not only gold and dollars which may 
be used freely, but also such assets as IBRD loan notes, 
which accounted for DM 315 million of the increase 
recorded for the second quarter of 1958. 

Source: The Manchester Guardian, Manchester, Eng- 
land, July 22, 1958. 


German Government Loan 


The Minister of Finance of the Federal Republic of 
Germany announced, at a meeting of the Central Bank 
Council of the Bundesbank, that the Government does 
not propose offering a large loan issue in 1958. Since 
the cash reserves of the public authorities will prob- 
ably be sufficient to cover the current commitments of 
the Government up to the end of the budget year 
1958-59, it is also unlikely that a large government loan 
will be floated in the first half of 1959. The Minister's 
announcement is welcomed in banking and stock 
exchange quarters, which had feared that a large gov- 
ernment issue might jeopardize the present trend toward 
lower interest rates. Industrial and housebuilding firms 
are now encouraged to proceed with their issue plans. 
The only loan issues of the public sector on the capital 
market during coming months are likely to be those 
of certain of the Lander for covering their extraor- 
dinary budgets. 

Source: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, July 26, 1958. 


Unemployment in West Germany 
The number of registered unemployed in West Ger- 
many declined in June by 69,000, to 401,000. In June 
of the previous year the number of unemployed had 
declined by 40,000, to 454,000. 
Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 
July 9, 1958. 


Austria's Foreign Trade 


Both imports and exports of Austria declined during 
the first half of 1958. The value of imports amounted 
to S 13,747 million (US$528.7 million), 4.7 per cent 
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less than in the first half of 1957, and the value of 

exports fell by 6.5 per cent, to S 11,601 million ($446.2 

million). The trade deficit increased from S 2,014 

million ($77.5 million) in the first half of 1957 to 

S 2,146 million ($82.5 million) in the first half of 1958. 

Sources: Neue Ziircher Zeitung, Ziirich, Switzerland, 
July 26, 1958; The Journal of Commerce, 
New York, N.Y., July 29, 1958. 


Exchange Reform and Stabilization Program of Turkey 


The Turkish economic program, announced on Au- 
gust 3 by the Minister of Finance (see this News Survey, 
Vol. XI, p. 46), is in three parts—exchange reform, 
internal measures, and increased foreign aid. The 
exchange reform is designed to make the lira exchange 
rate more realistic, while at the same time simplifying 
the previous complex rate structure and preventing the 
exchange system from having a net inflationary impact. 
A decision of the Council of Ministers, effective Au- 
gust 4, established new effective selling (import) and 
buying (export) rates for foreign currencies. For all 
imports, services, and capital transactions, a surcharge 
of LT 6.20 per U.S. dollar is to be applied to the par 
value of LT 2.80. Three export premiums above the 
LT 2.80 rate will be granted to exporters as follows: 
LT 2.10 for a group of exports that includes tobacco, 
chrome, and copper; LT 2.80 for a small group of 
exports comprising mainly fruit and nuts; and LT 6.20 
for the remaining groups, which in 1957 represented 
slightly more than two fifths of Turkish exports. Where- 
as the new exchange system is markedly contractionary, 
it must be appraised in the context of the global pro- 
gram, which aims at balanced and orderly expansion. 
To this effect, Decision No. 15 relating to the Defense 
of the Turkish Currency was amended on August 4 in 
order to establish an Exchange Fund (at the Central 
Bank), to be administered by the Ministry of Finance, 
with a view to collecting exchange surcharges, paying 
exchange premiums, and making appropriate payments 
in accordance with the principles of the stabilization 
program. 

The internal measures, the second part of the pro- 
gram, include, apart from a strict balancing of the 
budget, measures that cover credit and prices. The 
Official Gazette of August 5 published an amendment 
of Decision No. 14 of Law 4-5842 of July 28, 1955, to 
the effect that “departments, agencies, establishments 
and banks pertaining to the public sector will’ be unable, 
from July 1, 1958 to December 31, 1958, to obtain 
credit from the Central Bank of the Republic of Turkey 
in excess of LT 400 million.” Of this total, LT 250 
million may be obtained by the Toprak agency (state 
grain-purchasing agency), and this will have to be 
amortized by June 30, 1959; the remaining LT 150 


million will be granted by the Central Bank after prior 
authorization of the Internal Finance Committee (a 
high policy-making body created in 1956 to supervise 
the state economic enterprises). The program also 
includes other credit measures, affecting commercial 
banks especially, to be implemented by the Committee 
for Regulating Bank Credit, an institution in charge of 
credit controls, which has been given an official status 
as a result of a new banking law passed by the Grand 
National Assembly in June 1958. The Government has 
already taken various measures to make prices more 
realistic, especially those charged by the state economic 
enterprises, and it has announced its determination to 
make appropriate changes in various price controls 
which could not be effectively implemented. 

Foreign aid received by Turkey in the next 12 months 
will amount to approximately $359 million. In addi- 
tion to credits granted under the form of defense sup- 
port ($75 million) and surplus farm commodity sales 
($15 million), the U.S. Government has agreed to 
forego repayments (which would have been due in 
1958) totaling $44 million and has announced its 
decision to make available to Turkey $100 million of 
special credits—$25 million from the President’s special 
fund and $75 million from such agencies as the Devel- 
opment Loan Fund and the Export-Import Bank. The 
Bank loan will finance investment projects, most of 
them in the process of completion. The European Pay- 
ments Union has provided a rallonge of $25 million, 
which may be used to finance one fourth of a $100 
million accounting deficit with the Union; various 
member countries of the Organization for European 
Economic Cooperation have made available—or will 
shortly make available—to Turkey credits totaling $75 
million, of which $50 million will be from the Federal 
Republic of Germany and $10 million from the United 
Kingdom; and the International Monetary Fund has 
concurred in a purchase by Turkey of currencies equiv- 
alent to $25 million. These various credits are supple- 
mented by arrangements between the creditors and 
the Government of Turkey for the consolidation of 
part of the medium-term and short-term Turkish debt; 
the OEEC member countries have agreed to a post- 
ponement of repayment of Turkish arrears for a period 
of six months, during which negotiations will be 
undertaken to find a solution to the problem of the 
Turkish debt. The foreign aid granted to Turkey 
should enable the country to increase its imports sub- 
stantially in the next 12 months, to approximately $620 
million, as indicated by the Minister of Finance. This 
should provide a firm foundation for the stabilization 
of the Turkish economy and enable the country to use 
more fully its existing capacity and to attain a satis- 
factory rate of development. 
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The first impact of the announcement of the pro- 
gram was a spectacular decline in the price of gold 


and in the quotations for commodities on the illegal 
markets. 


Source: Le Journal d’Orient, Istanbul, Turkey, Au- 
gust 5, 1958. 


Middle East 


Egyptian Banknote Regulations 


The regulations relating to the external use of Egyp- 
tian banknotes have been amended with a view to 
bringing the exchange rates for banknotes in external 
markets in line with those applicable to bank transfers. 
Beginning August 1, the following measures are effec- 
tive: (1) Foreign tourists and nonresidents coming to 
Egypt can bring in Egyptian banknotes without limit; 
the previous limit was LE 20 per person. (2) Egyp- 
tian exports of books, newspapers, magazines, and 
Egyptian motion-picture films can be paid for in full 
in Egyptian banknotes. (3) Up to 25 per cent of the 
value of other Egyptian exports, except rice, crude 
petroleum, and ship supplies, can be settled in Egyptian 
banknotes. (4) Egyptian banknotes can be taken abroad 
only by tourists who bring such banknotes into Egypt; 
they are limited to the amounts brought in minus the 
amounts spent in the Egyptian region (previously resi- 


dents and nonresidents leaving Egypt could take out 
LE 20). 


Source: Al Ahram, Cairo, Egypt, July 30, 1958. 


United States 


U.S. Interest Rates 


Short-term interest rates in the United States have 
turned upward in the past two months. Treasury bills 
dated August 14 carry a yield of 1.52 per cent, com- 
pared with 0.64 per cent in late May. Rates on bankers’ 
acceptances and commercial paper are also continuing 
to rise; the rate on prime 4-6 months’ paper, which had 
fallen from over 4 per cent in October 1957 to 1.50 
per cent in June and July 1958, was raised by “% per 
cent on August 11. The rise in treasury bill yields to 
1.52 per cent, from 1.16 per cent in the previous week, 
reflected a reduction of $649 million in Federal Reserve 
Bank holdings; this reduction partly offset support of 
nearly $1.6 billion provided to the market for treasury 
certificates during the week. Yields on treasury bonds 
also have risen since June, when there was apparent 
overpurchasing of a new offering; the issue due in 1965, 
which was then offered to yield 2.63 per cent, is now 
quoted to yield 3.40 per cent. 


Source: The Wall Street Journal, New York, N.Y., 
August 12, 1958. 
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U.S. Employment Situation 


Unemployment in the United States declined less 
than seasonally between June and July, according to a 
report of the Departments of Labor and Commerce. 
The decline of 143,000, to 5.3 million, was only 2.6 
per cent, in contrast to a normal seasonal decrease of 
10 per cent. As a result, the seasonally adjusted rate 
of unemployment rose to 7.3 per cent of the labor 
force, from 6.8 per cent in June. The rise in employ- 
ment was also smaller than usual; amounting to 198,000, 
it brought total employment in mid-July to 65,179,000. 
The report noted that a factor in the less-than-seasonal 
development in employment was that heavy rains in 
various parts of the country apparently curtailed some 
farm and other outdoor work. 

Source: The Wall Street Journal, New York, N.Y., 
August 11, 1958. 


Other Countries 


Ghana's New Currency 


The new Ghana currency is legal tender from July 14, 
the date on which the public was able to exchange the 
West African Currency Board notes and coin for the 
new money. Both currencies will continue in use for 
some months, and the Bank of Ghana has announced 
that three months’ notice will be given before the 
Currency Board notes and coin cease to be legal 
tender. An extensive campaign to familiarize the public 
with the new currency and to explain the system of 
the change-over has been undertaken. It is understood 
that the Bank of Ghana made a preliminary order of 
£55 million of the new currency, of which £45 million 
was in notes and £10 million in coin. 


Source: Barclays Bank D.C.O., Overseas Review, Lon- 
don, England, July 1958. 
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